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ESTIMATED  REVENUE  EFFECTS  OF  THE  PRESIDENT'S  TAX 
REFORM  PROPOSAL 

Introduction 

This  pamphlet  ^  provides  preliminary  revenue  estimates  of  Presi- 
dent Reagan's  May  1985  tax  reform  proposal.  The  provisions  of  the 
President's  proposal  are  estimated  to  decrease  fiscal  year  budget 
receipts  by  $25.1  billion  for  the  period  1986-1990.  This  consists  of  a 
decrease  in  individual  tax  receipts  of  $147.3  billion  and  an  increase 
in  corporate  and  excise  tax  receipts  of  $122.2  billion.  The  present 
analysis  does  not  include  estimates  of  the  effects  of  changes  in 
social  security  taxes. 

The  included  table  provides  detailed  revenue  estimates  of  specific 
tax  provisions  contained  in  the  President's  tax  reform  proposal.  Es- 
timated provisions  are  categorized  in  a  fashion  similar  to  that  pre- 
sented in  the  extensive  revenue  table  in  The  President's  Tax  Pro- 
posal to  the  Congress  for  Fairness,  Growth,  and  Simplicity  (May 
1985).  These  preliminary  estimates  will  be  modified  in  the  near 
future  to  incorporate  updated  macroeconomic  forecasts,  additional 
information  on  specific  items  and  refinements  of  methodologies. 


*This  pamphlet  may  be  cited  as  follows:  Estimated  Revenue  Effects  of  the  President's  Tax 
Reform  Proposal  (JCS-26-85),  July  26,  1985. 

(1) 


Comparison  of  Estimates  of  the  Joint  Committee  on  Taxation 
Staff  and  the  Treasury  Department 

Overview 

Estimates  of  changes  in  tax  receipts  prepared  by  the  Treasury 
Department  show  a  net  decrease  in  receipts  of  $11.6  billion  over 
the  fiscal  year  period  1986-1990.  Joint  Committee  on  Taxation 
(JCT)  staff  estimates  show  an  additional  net  decrease  in  receipts  of 
$13.5  billion.  This  is  the  result  of  additional  estimated  revenue  de- 
creases in  individual  receipts  of  $15,5  bUlion  and  additional  corpo- 
rate tax  increases  of  $2.0  bUlion  as  compared  to  Treasury  esti- 
mates. 

Reasons  for  Treasury-JCT  estimating  differences 

In  general 

Procedural  differences  of  the  Treasury  and  JCT  methods  of  esti- 
mation cause  estimates  of  many  provisions  to  appear  differently  as 
line  items,  but  will  not  change  aggregate  estimates  of  the  complete 
package.  Treasury  estimates  are  based  on  a  specified  ordering  of 
provisions  (stacking  order)  with  rate  changes  estimated  last.  Thus, 
the  Treasury  methodology  includes  varjdng  degrees  of  interaction 
with  specific  items.  The  JCT  procedure  derives  interactions  as  a  re- 
sidual component  of  the  estimate  of  the  complete  tax  reform  pro- 
posal, (hi  the  accompanying  table,  interaction  effects  generally  are 
included  in  revenue  estimates  of  the  individual  and  corporate  rate 
reductions.) 

Specific  differences 

In  addition,  a  number  of  differences  between  Treasury  and  JCT 
estimating  procedures  can  be  delineated  that  do  result  in  differ- 
ences in  the  aggregate,  as  well  as  in  specific  line  item  estimates. 

(1)  Macroeconomic  assumptions. — The  JCT  estimates  employ  as- 
sumed economic  projections  consistent  with  those  published  by  the 
Congressional  Budget  Office  in  February  of  1985.  The  Treasury  es- 
timates are  based  on  Office  of  Management  and  Budget  forecasts 
prepared  in  April  1985. 

(3)  Recalibration  of  individual  tax  data. — The  JCT  staff  has 
recalibrated  the  data  base  used  in  estimating  the  majority  of  indi- 
vidual tax  items  to  be  consistent  with  preliminary  1983  Statistics  of 
Income  (IRS).  The  data  used  in  this  retargeting  process  was  un- 
available at  the  time  of  the  Treasury  analysis. 

(3)  Updating  and  disaggregating  investment  levels  and  related  de- 
preciation model  improvements. — To  analyze  more  completely  de- 
preciation and  investment  tax  credit  aspects  of  the  proposal,  JCT 
developed  an  improved,  updated  and  greatly  disaggregated  data 
base  for  investment.  In  addition,  the  basic  computer  model  used  by 
JCT  was  revised  to  accommodate  the  improved  data  base. 

.     (2) 


(4)  Differences  in  forecasting  methodologies. — Differences  exist  in 
the  econometric  methodologies  used  for  forecasting  the  future 
growth  and  distributional  aspects  of  basic  income  and  tax-related 
variables.  This  is  true  for  both  individual  and  corporate  estimating 
models.  In  addition,  technical  improvements  were  made  in  the 
specification  of  estimating  models  and  related  assumptions. 

(5)  Different  methodology  for  estimating  the  interaction  among 
corporate  tax  provisions. — The  revenue  effect  of  changes  in  margin- 
al tax  rates,  when  combined  with  base  broadening,  was  estimated 
with  the  JCT's  corporate  tax  model.  This  methodology  allows  each 
proposal  to  interact  with  other  proposals  in  determining  the  extent 
to  which  a  given  corporation  is  subject  to  tax  at  a  particular  rate. 

In  at  least  four  instances  (involving  cash  or  deferred  arrange- 
ments, property  and  casualty  insurance,  the  recapture  of  rate  dif- 
ferential on  accelerated  depreciation,  and  the  credit  for  the  elderly 
and  disabled),  the  Administration  has  communicated  refinements 
to  the  original  proposals.  The  modified  versions  of  these  proposals 
were  used  as  the  basis  for  the  present  analysis.  Differences  are 
noted  in  the  table  in  each  case. 
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